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REDUCTION OF INDIVIDUAL INCOME TAXES

MONDAY, MARCH 1, 1948

UNITED STATES SENATE,
CoMMITTEE OGN F'NONRE,
War ‘naton. b C.
The committee met at 10 a m., pursuant to call, inlroom 312 of the
.Senate Office Building, Senator I ugene D. Mllhkm, chairman of the

anmmitfon mmu..ln...

President: Smmtors Millikin chalrmana of the committee), raft,
Butler, Brewster, Bushfield, Martin, George, Barkley, Connally, Byrd,
and Lucas. )

Tile Cramrman. The committee Will. come to order.

This ispthearing on H, R. 4790, the tax-reduction bill.

(The bill is as follows:)

[M. R, 4700, 80th Cong., 2d pess.}
AN ACT To reduce individual income tax payments, and for other purposes

Be ¢ enactedby the Senate and House Of Representatives of the United States
of Anerica in Congress gssembled, That this Act, divided into titles and sections
according to the following Table of Contents, mny be cited as the “Revenue Act
«of 1048

TABLE or CONTENTS

TITLE I—INcoxe Tax{ REbucTIONN

8t lgﬁ Essaac%‘aq i a‘u}é‘ﬁt PR
faxabﬂe years to Wﬁﬂ% amendments applicable.

C. i
e
TITLE J1—CrepiTs AGAINST NET INCOMEgon NORMAL TAX ANDSURTAX

8ec:201. Additional credits against net 1},@“,0 for normal tax and surtax.
e, 202. Technical amendments. .
%ec 3. Taxable years to which amendments applicable.

TITLE 11—Hussax ANDwire

" 5 Splitti ng S’t {ncome. DT sovumn TAX

ec’302, Sandard g fon )
dec, I!)e&“ retu ﬁd“ﬁ Rlsband and wife.

jec, uction for medical expenses.
jeo, 305 Taxable years to which amendments applicable.

PART jr—gsraTe TAX
BUBPART. 1-—REPEAL OF 10422COMMUNITY PROPERTYAMENDMENTS
Sec. 881, Transfers of community {Jroperty fn contemplation of death, etc.
ests.

)3 Joint and community in
Bec. 253 Proceeds of life |nstt1yrance

SUBPART g—uarrra, DEDUCTIOpom prauesTs. 1. TO gPouse

Bec. go:. Marital deducton,
-. e 862, Property previously taxed.
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PART 111—01FT TAX

Sec 871 Glftst aﬁ} ommunlty property.

“s%% %ﬂ ﬁe?t gn e'(](:Por wife to third party.
TITLE 1v—AnJusTep GroSs INCOME o Less THAN $5,000
Bec. 401. Individuals with adjusted gross gncomes of less than $5,000.
TITLE v—nDUt 10N IN WITHHOLDIN oF¥ TAX AT SOURCEON Waoxs

See, 50L. }Féfr
geeg: ggg J(et W|thhold|ng

TITLE VI—F1scAL YEAR TAXPAYERS
Sec. 601. Fiscal yehr taxpayers.

TITLE I-INCOME TAX REDUCTION

SEC.101. REDUCTION OF NORMAL TAX AND SURTAX.
fSeI(I:Uon 12 (e) of the Internal Revenue Code is hereby amended to read
asTtollows:
“(¢) RevuctioN oF TENTATIVE NORMAL TAX AND TENTATIVE SUBTAX.—
"(1? The combined normal tax and surtax under section 11 and subsection
(b) “of this section shall be the aggregate of the tentative normal tax and
fentative surtax, reduced as follows:

If the aggr%ate is: The deductjon shall be:

Not over % of the aggregate.
Over $200 but mot over $279.17 ... -
Over $270.17 but not over $840 24% of the aggregate
Over 3840 e $2 31 60, plus 1414% ‘of excess over

% ) In no event shall the combined normal tax and surtax exceed 77 per centum
of the net income."
SEC.102. REDUCTION IN SUPPLEMENT T TAX.

For reduction in the tax tinder Supplement T of Chapter 1 of the Internal
Revenue Code (tax table which may be used by taxpayer at his election if his
adjusted gros sincome is less than $5,000), seesection .101.

SEC. 102. INCOME OF HUSBAND AND WIFE.

For tax n case of joint return of husband and wife (the go-called "splitting
of Income& see section 301.

0,182, TECHNICAL AMENDMENTS.
cga Section 11 of the Internal Re\el ue Code (relatlng to the normal tax on
individuals) s hereby amended by Stl’ll( out "by 5 per eentun thereof” and
Inserting in lieu thereof ugsprovidéd 1y secfion 12 é a
b) tion 12 (| ofa the Internal Revenue Code (relating to the rate of
surtax_on 1 dlvldunls) {8 hereby' aandpd by striking out "by 5 per centum
tstggtreo inserting in lieu thereof "as provided in subsection (e) of this
ion"”
() Subsections (d), (e) ), (g9), and (1.) of section 12 of the Interna
Revenue Code are amended " to réad asfoII

e) TION OF TAX WITHO CREDITS Aomwn ~—In the
app|cat|on o fhis section, tile com g‘ned“‘orm‘ﬂ tax and gaﬁ be com-

puted without regard to the credits growded in sections 31 32 and 35.

“(f) ASCERTAINMENT orhNORMAL TAX AND SURTAX SEPARATELY.—Whenever it 18
necessary to ascertain the normal tax and the surtax separately, the surtax
shall be an amount which {s the same proportion Of the combmed normal tax
and surtax asthe tentative surtax s ofn the aggregate of the tentative normal
tax and tentative surtax; and the normal tax shall be the remainder of such
comb|ned normal. tax and surtax.

88 REFERENCF@,—
mm-m TAT Fﬂ Aternative tax which _may be elected if
adl_u gro_ssmcome 1a less than $5,000 see Supplement T.
(2) TAX IN 0AS! OF CAPITAL AINS.—For rate and com?utan on of alterna-
(hVe tax in lieu of normal tax and surtax in the case of capital gan from
sale or exchange of cap|ta| assets helé‘ for more than ¢ months, see

section 117 (e).
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“(8) TAX ON PERSONAL HOLDING COMPARIES—For surtax on personal hold-
fng companies, see section 500.

**(4) AVOIDANCE OF SURTAXES BY INCORPORATION.—For sSurtax on corpora-
tions which accumulate surplus to avoid surtax on shareholders, see section
102,

"(6) SArMor oIL or 0A8 PROPERTIEB~—For limitation of surtax attributable
to thesale of oil or gas properties, see section 105."
SEC.105. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE.

The amendments made by this title shal be applicable with respect to tax-
able years beginning after December 31, 1947. For treatment of taxable years
beginning in 1847 and ending i1 1918, see section 601.

TITLE II—CREDITS AGAINST NET INCOME FOR NORMAL
TAX AND SURTAX

SEC. 201. ADDITIONAL CREDITS AGAINST NET INCOME FOR NORMAL
TAX AND SURTAX.
Paragraphs (1) and (2) of section 25 (b) of the Internal Revenue Code are
hereby anended to read as follows:
“@). Crepits.—There shall he allowed for the purposes of both the normal
tax and the surtax, the following credits against net income:

" An exemption of $600 for the taxpayer; and an additional
exemption of $600 for the spouse of tile taxpayer if a separate return
fs made by the taxpayer, and if the spouse, for the calendar year in
which the taxable year begins, has no grossi nconme and is not the depend-
ent of another taxpayer;

“(B) (1) An additional exemtion of §600 for the taxpayer if he has
attained the age of @3 before the close of the taxable year; and

“(41) An additional exemption of $¢0n for the spouse of the taxpayer
it a separate return Is made by the taxpayer, and If the spouse has
attained the age of 05 before the close of such taxable year, and, for the
calendar year in Whi ch tnhe taxable year of the taxpayer egins, has no
gross income and s hot tile dependent of another taxpayer;

"(C) (1) An additional exemption of ¢00 for the taxpayer if he is
blind at the close of his taxable year:, and

“(41) An additional exemption of $600 for the spouse of the taxpayer
it a separate return Is made hy the taxpayer, and if the spouse is bl'i nd
and, for the calendar year in which the taxable year of the taxpayer be-
gins, has no gross i ncone and is Not the dependént of anot her taxpayer.
For the purposes of this clause the determination of whether the Spouse
isblind shall he made as of the close of the taxable year of the taxpayer,
unless the spouse dies during such taxable year, it which case such
determination shall be made g of the time of such death. .

«(411) For thepurposes of this subparagrapl an individual tgblind only
if either: his central visyni lacuity does not exceed 20/200 in tile better
eye with correcting lenses, or hig visual acuity is greater than 20/200 but
ig accompanied by a limitation in the i el @ vision such that the widest
di aneter of the visual field subtends at langle no greater than 20 degrees

(D) An exemption of $600 for each dependent whose gross income
for the calendar year in which the taxable year of the taxpayer begins
is less than $500, except that tgje exemption shall not be alowed in
respect of a dependent whe has made a joint return with his spouse under
section 51 for the taxable year begi nning in such calendar year.

"(2) DETERMINATION OF 8TATUS.—For the purpeses of this subsection—

"(A) the determnation of whether an individual i{g married shall
be made as of the close of his taxable year, unless his spouse dies durin
hig taxable Year, in w ich ase such determination shall be made as o
the time of such death ; nnd

"(B) an individual legally separated from nis spouse under a decree

of divorce or of separate maintenance shall not be considered as married.”

SEC. 202. TECHNICAL AMENDMENTS.

(3) DeoLARATIO oF ESTIMATED TAx.—Sectipn 58 (8) Of gye Internal Revenue
Code (relating to requirement of declaration of léstimated taxsmm hereby amended

to read as follows:.
“(a) REQUIREMENT OF DECTARATION.—Every Individual (other than an estate
or trust and other than a nonresident alien with respect to whose wages, as
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defined fn section 1621 (@), withholding under Subchapter D or Chapter 9
is not made applicable) shall, at til ¢ime prescribed in subsection (d), make
a declera';'oli)].of his estimated. tax for the taxable year 4f—

(1) NiS gross jpeame from wages (as defined jp, Section 16213 ean resson.
ably be expected to exceed the sum of $4,500 plus $60( with respect to each
exemption provided In section 25 (b) ;or
~ *(2) hisgross Income from sources other than wages (as defined in sec-
tion 1621) can reasonably be expected to exceed $100 for the taxable year
ahd dhis gross income to be 6 or more.”

(b)  WiTHHOLDING EXEMPTIONS,—

(1) IN gENERAL.—Section 1622 (h) (1) of the Internal Revenue Code is
hereby amended to read as follows. ,

“(1) IN eenerAL—An employee receiving wages shall on any day be en-
titled to the following withholding exemptions:

“(A) An exemption for himself.

«(B) One additional exemption for himself if, on the basis of facts
existing at the beginning of such day, there may reasonably be expected
to be allowable an exemption under section 25 (b)) (1) (B) (1) (relatat -
ing to old age) for the taxable year under Chapter 1 il respect of which
amounts deducted and withheld under this subchapter in the calendar
year fn which such day falls are:alowed gy a credit.

“(C) One additional exemption for himself if, on the basis of)ifacts
existing at the beginning of 'such a day, there may reasonably he ex-
pected to be alowable an exemption under section 25 (b) (1) (") (i)
(relating to the blind) for time taxable year under Chapter 1 in respect
of which amounts deducted and withheld mnder this subchapter in the
calendar year fn which suct day f ai | are‘allowed ns a credit.

\ “(D) It the employee is married, any exemption to which his spouse
is entitled, or would be entitled if such spouse were an employee recelv- V-
ing wages® under subparagraph (A), (B), or (C), but only if such
Spouse does not have in effect a withholding exemption certificate elnim-
ing such exemption.

“(E) An exemption for each individual with respect to whom, on the
basis of facts existing at the beginning of such day, there may reasonably
he: expected to be allowable an exemption under section 25 (b)) (1) (D)
for til e¢axable year under Chapter 1 in mespect of which amounts
deducted and withheld under this subehapter in the caendar year in
which such day falls are alowed asa credit.”

(2) STATUS DETERMINATION DATE—In the case of anlindividual entitled
to an additional withholding exemption under section 1622 (h) (1) of tile
Internal Revenue Code by reason of the amendment made thereto by para-
graph (1) of this subsection, time tern “status determination date”’ as used
in section 1622 (h) (3) (B) of such Code includes aso the ninetieth day
after tile date of the enactment of tits Act.

(¢) REQUIREMENT OF RETURNS,—

(1) INDIVIDUAL kTUrNS.—Section 51 (a) of the Internal Revenue Code
(relating to the requirement of Individual returns) fs hereby amended
striking out “$500" and inserting In lieu thereof “$600".

(2 Fmuorary ETurNs.—Section 142 (a) of such Code (relating to the
requirement of fiduciary returns), is hereby amended by striking out *“$500°
wherever appearing therein and inserting jmlieu thereof “$600".

(3) InrorRMATION RETURNS.—Section 147 (a) of such Code (relating to
returns of informatlen) 18 hereby amended by striking out “$500™ wherever
appearing therein and inserting in lieu thereof “$600",

(@) CREDIT OF ESTATF AGAINST NET INCOME.—Sectlon 163 @ (1) of such Code
(relating to credits against net income of an estate) Is hereby amended by
striking out “$300" and Inserting in lieu thereof " $600".

(€) Reprar oF DebucTio  ¥oRr Buinp INniyvipuars.—Effectlve with respect to
taxable years beginning after December 31, 1047, section 23 g} of such Code
(relating to special deduction for blind individuals) Is repealed.

SEC. 203. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE.
The amendments made by this title shall be applicable with respect to,taxabie

years beginning after December 81, 1847.° For treatment of taxable years be-
ginning in 1947 and ending in 1648, see section 601,
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TITLE III—HUSBAND AND WIFE
PART I-INCOME TAX

SEC.301. SPLITTING OF INCOME.

Section 12 of the Internal Revenue Code (relating to surtex of individuaisy
is hereby amended by adding after subsection (¢) of such section tile folowing
new subsection: .

“(d) TAX IN Casg OF JOINT RerunN.—In the case of ajoint return of hushband'
and wife under section 51 (b), the combined normal tax and surtax under section
11 and subsection (b) of this section shall be twice the combined normal tax.
and surtax that would be determined if the net Income and the applicable credits.
against net incoms: provided by section 25 were reduced by omne-halr.”

SEC. 302. STANDARD DEDUCTION.

(8) INCREASE OF STANDARD IDEDUCTION IN CASE OF JOINT RETURN OR RETURN
BY UNMARRIED PERSoN.~~Section 23 () (A) (A) of the Internal ftevenue Code
(relating to the standard deduction) is hereby amended to read ns follows:

“(A) Adjusted Gross Income $5,000 or More.—If his adjusted gross
Income is $5,000 or more, the standard deduction shall be $1,030 or an
amount equa to 10 per centun of the adjusted gross income, whichever
is the lesser, except that in the case of a separate return by a narrled
Individual., tilestandard deduction shall be $500."

(b) Erkcrion BY Husnanp aNp Wire—Section 23 (an) (4) of such Code §s
hereby amended to read us follows: i

"(4)  Huspanp anp Wire~In tile case of husband anc wife, the standard
deduction shall not be allowed to either §f the net income of one of the
spouses 18 determined without regard to the standard deduction.”

(C) DETERMINATION oF STATUS.—Scction 23 (an) of such Code is hereby
amended by adding at the end thereof tile following new paragraph:

“(6) DETERMINATION OF STATUS.—Nor the purpose_ of this subsection—

“(A) the determination of whether an individual 1s married shall
he made ag0f the close of his taxable year, unless ills spouse dies during
hig taxable year, . which case such” determinatton shal be made gs
of the time of such death; and

“(B) wn individual legally separated from his spouse under a decree
of divorce or of separate” maintennnce shall not be considered as
married.”

8EC.303. JOINT RETURNS OF HUSBAND AND WIFE.

Section 51 G(E of the Internal Revenue Code (relating to joint returns) js
hereby amended to read ag follows:

“(b) HUSBAND AND-WIFE,— )

" ENERAL—A husband and wife may make a single return jointly.
Such areturn may be made even though one of the spouses has neither gross
Income nor deductions. If ajoint return {s made the tax shall. be comnuted
on the aggregate Income and the liability with respect {o the tax shal‘l be
Joint and several.. .

"Si)Z) NONRESIDENT ALIEN.—No_joint return may be made ff either the
husband or wife at any time during the taxable year |g a nonresident alien.

"(3) D.FEERENT TAXABLE YEARS.—No joint return shall he made if a&le,
husband and wife have different taxable years, except that {¢ such taxable
years begin on the same day and end an different days because of te degth
of either or of both, then the joint return may be male with respect to the
taxable year of each. The above exception shall not apply g tha surviving
spouse remarries before the close of his taxable year, nor if the taxable year
of either spouse 1s a fractional. part of a ¥196r under section 47 (a).

“(4) JOINT ReTURN AFTI pEATH.—In the case of the death of one gpouze
or both spouses the foint return with respect to the decedent may be made-
only by hig executor or administrator; except that 1, the case of te death
of one spouse the joint return May be made by the gyryivine SPOuse with

respect to both himself and the decedent if (A) no return for the taxable year-
has been made py the decedent, (B) no €xecutor gr administrator pae n
appolnted. and (@) no executor or administrator 14 appointed before the jag¢°
day prescribed by law for filing the return of the surviving spouse. g gy
execytor or administrator of the decedent 14 appointed after the making g
the joint return by the surviving spouse, the executor or administrator N

disafirm such joint return by making, within one year after the last gav
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prescribed by law for filing the return of the surviving spouse, a separate
4= GHARPIIEN 2 ?:‘Egmle(%’scggeufﬁed?c et ny4da SRS SOV N Telne
stl.ttgf his separate retugn. the . [
" BATA LTTAY magrra o Wan (1€ PUIPOSES O on-
(A'j"the; status as Eu%’and’an wife of two ,?;,En},%% having tax-
able years begininng on the same day shall be determined-
«(1) 1f both have the same taxable year-as of the close of such
year, and
“({1) 1t one dies before the close of the taxable year of the other-
as of the time of such death; and )
“(B) an individual who I legally separated from his spouse under
a decree of divorce or of separafe maintenance shall not be considered
as married.

“(6) TAx IN CABE OF JOINT RETURN.—For determination of combined nor-
mal tax and surtax under section 11 and section 12 (b) in case of joint
return tinder ths subsection, see section 12 (d). For tax in_case of joint
return of husband and wife electing to pay the tax under Supplement T,
see section 400."

SEC.304. DEDUCTION FOR MEDICAL EXPENSES.

Section 23 (x) of the Internal Revenue Code (relating to deduction of medical,
etc., expenses) s hereby amended by strikin? out the seenpd.and third sentences
thereof and Ingerting In lieu thereof the following: *“The deduction shall not be
in excess of $1,250 multiplied by the number of exemptions allowed under section
25 (b) for the taxable year (exclusive of exemptions allowed under section 23
() ) (B)or (C%? with a maximum deduction of $2,600, except that the maxi-
mUm deduction shall be $5,000 in the case of a joint return of husband and wife
under section 51 (b)."

SEC. 805. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE.

The amendments made by sections 301, 302, 303, and 304 shall pe applicable
with respect to taxable years beginning after December 31, 1947, The amend-
ment made by section 303 shall alsobe applicable to taxable years of both husband
and wife beginning on the same day in 1947 if at least one of such taxable years
ends {n 1948, For treatment of taxable years beginning in 1947 and ending in
1948, see section @01,

PART 11—RSTATE TAX
Subpart _of 1942 ~ Property Amendments

SEC. 851, TRANSFERS OF COMMUNITY PROPERTY IN CONTEMPLATION
OF DEATH, ETC.

Effective with respect to estates of decedents dying after the date of the enact-
ment of this Act, section 811 (d) (5), of the Internal Revenue Code (relating to
translfegs of community property in contemplation of death, etc.) {s hereby
repeal ed.

SEC. 852, JOINT AND COMMUNITY INTERESTS.
(a) Effective with respect to estates of decedents dying after the date

of the enactment of this Act, section 811 (¢) (2), of the Internal Revenue Code
(relating to inclusion of community property in gross estate of decedent) fs
hereby repealed.
(b) Such section 811 (e% tg further amended- .
(1), by striking out of the heading of such subsection the words "AND

CoMMUNITY"” ; and .
(2) by striking out of paragraph (1) the following: "(1)  Joint
INTERESTS.~—"",
SEC. 883, PROCEEDS OF LIFE INSURANCE.

Eftective with respect to estates of decedents dying after the date of the enact-
ment Of this Act, section 811 (g) (4) of the Internal Revenue Code (relating to
life insurance fn the case of decedents In community-property States) i8 hereby
repeal ed.

Subpart 2—Marital Deduction for Bequests, Ete., to Spouse

8EC. 361, MARITAL DEDUCTION.
(a) Séction 812 of the Internal. Revénue Code (relating to deductions in com-
puting Net estate fn the case of a cltizen or resident of the United States) s hereby
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“(e) Bequests, ETC., to SuRvIvINg SPOUSE.
“(lz ALLOWANGE, OF MARITAL DEDUCTION.— .
"(A) In Genernl.—An amount eqyal to (ye_value of any interest in
property passing from the decedent {6 his surviving spousg, but only to the
extent that such interest jg inecluded §n determining e vaue of the

gross esﬁet . .

“(B) .'Fe Esale or gtjoer Termipahle Tnterests —Where. UPON tha
lapse Of time, ypon the occurrence of 4y event or contingency, or upon
the failure of gy event or contingency to occuy, suchl ipterest passing to
the surviving spouse wj| terminate or fail, no deduetion shall be alowed

with respect tg such Interest—
“(f) if an l%&el‘eat IP such property passes or png passed (for less
than gy, agequ € and Tull consideration in money or money's worth)
from ‘{he decedent to any person other than such surviving spouse;

and . ’ }
“(it) it by reason of such passing such person (or his heirs or

assigns) 'may possess or enjoy any part of such property after such

g%r&r}ggatlon or failure of the inferest so passing to the surviving

#(C) Interest of Spouse Conditioneg| pn Survival FOr Limited Perlod.—
For the purposes of subparagr%ohed(u) an ipterest passing to the. sur-
viving spouse shall not pe considered as an interest Which will terminate
or fall upon the death of such spouse j¢— .

(1) such death will cause g termination or failure of such interest
only it jt occurs within a period (not exceeding six months) after
the edent's death; and
hsgf;: such spouse “?n fact does yot die before time expiration of

ch period.

" (I%j, 181@[9@ Of Surviving Spguse Reduced By Reason 0f Estate,
Etc., Toxes—In detergining for the purposes gf subparagraph (A) the
value of gy INferest jn property passing to the surviving spouse there
shall be faken [nto account ghe effect which a tax imposed By this chagp=
ter, orl nng' eﬁtate, succession, Ieg%:y, Oi; inheritance tax, nas Upon the
ne{ vglueto the surviving spousg 6f sueh iRterest. -

(B Trust With Power Of Appointment 1N Surviving snouse.—In
tile case of an ynterest in property passing from the decedent to a tryst,
¢ the trust will terminate upon the death of the Surviving spouse of the

lecedent, and j¢ under the terms of the trust gjch spouse is entitled for
her life to all the income fxQm the corpus of the trust, payable annually¢
or at more frequent ptervals, With the power to appoint by will the
entire corpus to her estate, and with no power in herself or any Other
person. tQ appeint G¢ ikvade any part of tile corfus during her Jifo—

“) R Interest SO Paéﬁg shall, for ‘inim purposes of gyhnara-
gragh (A), beconsidered as passing to tile surviving speuse, and
“(11) no Part of the interest SO passing shall, for the purposes ae
subparagraph (B) (1)pbe considered as yggipg to any person other
thap the SUrvivin use,
This é\%p‘g\ragraph al p_%e applicable only y¢, undegr the terms of the
trys{, such power to appoint by will 13 exefcisable n all events,

“fE) Limitation On Aggregate Of peductions.—The aggregate amount
of the edfjc’gl_gng alowed under this paragraph (computed without re-
gard to t_hnggblmrngru ph) shall not exceed 50 per centum Of the value
of the adjusted gross as{ate, 25 defined In pacagraph (2).

“(2) COMPUTATION OF ADJUSTED GR0OSS ESTATE.— :

"(A) _Generd Rule.~Bxcept as provided in subparagraph (B) of this
pg;[agraph the adjusted grQss estatg shall, for the purposes of paragraph
(1) (F), be computed by gybstracting from the entire value o the gross
estate the aggregate amount of the geductlons allowed by subsection” (b)

f thi ion. )
© “t(h l;)S%eqnal Rule In ¢gges Involving Community Property.-If e
decedent and his surviving spouse at any time held property as com-

unity property under thelaw of any State, Territory, or possession of

ﬂ%e U1Y|ited States, or of any foreign country, then the adjusted gross
estate shall, for the purposes of pgragraph {1) (F), be determined by
subtracting from the entire vale g tilg gross estate the sum of:

“(1) the value of property which g at the time of the death of the
decedent held as such community property; and
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(i) the value of property transferred by the decedent durin
hig lite, it at the time of such’transfer the property was held as: sucl
communltx %‘!%pert}/; and o

a (it the ount recelvable as tpgurance under policies upon the
life of the decedent to the extent purchased with premiums or other
cor&sderatlon paid cut of property held as such community property;
an

“(iv) anamount which bears the same ratio to the aggregate of the
deductions allowed under subsection (b) of this section which the
value of the property jncluded In the gross estate, diminished by the
amount subtracted under clauses (1), (1), and (1) of this sub-
paragraph, bearsto the entire value of the gross estate.

For the purposes of clauses (1), (i1}, and (ift), property shall be con-
sidered as ‘he)d as su h community property’ if it was at any time ac-
quired by the decedent (by one exchange or by a series of exchanges)
f1 exchange for his interest In property held as such community prop-
erty. The amount to be subtracted under clause (1), (1), or (iii) shall
not exceed the value of the interest in the property described therein
which s included in determining the value of the gross estate.

“(8) DmrtNiTioN.~For the purpose of this subsection an interest in prop-
erty shall be considered as passing from the decedent tor any person It and
only 1f—

“(A) such Interest i8 bequeathed or devised to such person by the
decedent; or ‘

'(B) such interest 1a inherited by such person from the decedent; or

“(C). such Interest I8 thedower Or curtesy interest (or statutory inter
eat in lieu thereof) of such person as surviving spouse of the decedent;

wem such interest hng DEEN transferred to such person by the decedent
ot any time; or
“(B) such interest was, at the time of the decedent's death, held by
such person and the decedent (or by them and any other person) In joint
owne[shu%wnh right of survivorship: or
“(F) the decedent had a power ?either alone or In conjunction with
any person) to appoint such interest and J¢ he appoints or has appointed
such fnterest to such person, or if such person takes such interest in
default upon the release or nonexerelse of such power; or
“(@) such interest consists of proceeds of ingurance upon the life of
the decedent.”
(b)) The amendment meade by subsection (a) of this section shall be applicable
only with respect to estates of decedents dying after the date of the endetment of
thisAct.

SEC. 862. PROPERTY PREVIOUSLY TAXED.

(a) Section 812 (c) of the Internal Revenue Code é_rel ating to the deduction for

property previously taxed) ig hereby amended by adding after the first paragraph
@ Rew parjgraph to read as follows: . )
- wmppe 1011OWING property shall not, for the purposes of this subsection, be con-
sldered as property with respect to which 3 deduction may be allowed: (A)
property recelved from a prior decedent who died after tle date of the enactment
of the Reyenue Act of 1048 and was at the time of such death the decedent's
spouse, (B) property received by gift after such date from & donor who at the
time of the gift was the decedent’s spouse, and (@) property acquired {n exchange
for property described in clause (A) or (B). .

(b) Bection 812 (c¢) s further amended by striking out “gnbsections (@) and
(@)"and psetting in lieu thereof “gubsections (), (d), and (e)”. -

PART II—GI TAX

SE,Q,B?_]; GIFTS OF COMMUNITY. PROPERTY. .

Sectfon 10 (@) of the Internal Revenue Code (relating to gifts of property
held a, community, property) I8 amended by adding at the end thereof a new
rentence to read as follows: “This suhgeetlon shall be applicable only to gifts
made atter the calendar year 1942 and on or before the date of the enactment of
the Revenug Act of 1048.”

o
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8EC. 372. MARITAL DEDUCTION.

Section 1004 (a) of the Internal Revenue Code (relating. to deductions in com-
puting net gifts in the case of a citizen or resident of the United States) Is
hereby amended by adding at the end thereof a new paragraph toread as follows:

‘'(8) QGI¥T TO BPOUBE.— ) ]

“(A) In deneral——~Where tire donor transfers during the calendar
year (and after the date of the enactment of the Revenue Act of 1948)
by gift an interest in property to a donee who at the time of the gift is
the donor's spouse—an amount ith respect to such interest equal to one-
half of Its value. .

“(B)_Life Estate or Other Terminable Interest.—Where, upon the
lapse of tine, upon the occurrence of an event or contingency, or upon
the failure of an event.or contingeyey to occur, such interest transferred
to the spouse wjittérminate or fall, 16 deduction shal be allowed with
respect to yeh Interest— .

r&u it the donor retains fn_himself, é#sgtransfers or has trans-

fL1 (for less than an adequate and full cofigjgderntion in money or

---nhey's worth) tQ g .V pexgon ofher than sud _ donees spouse, an

Sluterest in Sich property, andgif by reason ofig ch retention or

s transfer the dopor (o‘l\ hig helgs or assigns) or s! person (or his

* heir or agplfng, may nsseT (' enji, ny part 0y sudh property
h

after sygh ternjjnation fallure of interest trangferred to the
done(1 use; o . 3 B

“ 1 ., -opbr_imr__  _tely gfter ‘the transfer:to the donee
spous oy pol _°_n interest fn such propeyty which he

can exercise (.. ‘er nlone or onjunetfpn With any person) fn
such fanner hgr th ppoint » oay.podsesss or enypy any pait
of such proper  y.mfte_ssuth+{ r nation or failure of ifhe interest
traypferged, to th%élom,"po‘ For the purposes of, this clause

onolll cond UeélS _ having mmediatefy after the
tran € Q t Sgonee s; .S ch power .tg appoint gven though
SUch. , aver € _nof be ex cls,.. ., 1tll atel the lapse gb time, upon
theoc grre  of in ver _Ilcont agency, of upon thgfallure Of an

event o ¢ ingency t. ..ournr. ., N .

i exercise  -lease at auyt ne by the dodbr, sither .one or in con-
wiction With any perso s a,  erto_ . intan int { st in properly,
evon though not oth__ i se A tra..fer, 81 , for the _rposes of clause
4 this subpara red @s a fransfer ,, him.

“(‘E Joint Interest — \e interest §s tran rred tO the donee

ousg . sole joint tenant with the donor or nant by the entirety,
the inter  of the donor fy the property wly = exists solely py reason
of the poss _ 1, that the donor may sutys. the donee spouse, or that

there may occur #W.e@__1nce of t| __ ferey, shall not be considered for
the purposes of subparAgi#ph (I @s an interest retained by the donor

in himself.
“(Dy,_TTust gy Power Of Appointment In Donee gno 15—~ Where the
-donor transfers yy trust ?rh_lmerost n_property. and the. trust will
terminate upon tye death of his spouse, and under the terms of the trust
his spouse {s entitled for her life to all the income from the corpus of the
trust, pagable annually or at more frequent intervals, with the power {0
appoint by will the entire corpus to her estate, and with ng power {n
herself or any other person to appoint or jpyade any part of the corpus
during her life—
" (I? the interest so transferred iy trust shall, for the purposes
of subparagraph (A), be considered as transferred to the donee

use, and

(4 no part of the Interest 0 transferred 1y tryst shall, for the
purposes of gubharagranh (B3) (1), be considered g4 retained gy, the
_donor or transferved 10 any person othgr than the donee anpuse,
This gubparagraph §1a|l be applicable only ¢, under the terms c}? the

trust, such power to appoint by will i exercisable fy all events
“(p) Community Property.—A deduction otherwise alowable under
this paragraph shall be alowed only to the extent tile transfer can ye
shown to represent g gift of property which does not fall within either

of the two following classes:

72805—48——2
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(1) Property which s, at the time of tile gift, hold ag community

roperty under the law of any State, Territory, or possession of tile
B P! ny

nited "States, or of any foreign country; or .

(i) ['r(_)‘peny which, although not so held, was at any tine ne.
quired by tile donor (by one exchange or g?/ « series of exchanges)
In exchange for his Interest in property hefld by hin and tile donee

spouse a8 community property.”

SEC. 878, TECHNICAL AMENDMENTS.

Section 1004 (c) Of the Internal Revenue Code tg hereby amended to read g5
follows:

“(c) EXTENT oF DEvUcTIONS~— he deductions provided in subsegtion (a) (2)
or (3) or in subsection (b), shall be alowed only to tile extent that the gifts
therein specified are included in the amount of gifts against which such deductions
are applied.”

SEC. 374. GIFT OF HUSBAND OR WIFE TO THIRD PARTY.

Section 1000 of the Internal Revenue Code (relating tQ imposition of gift gux)
Is hereby amended by adding at the end thereof a pew Subsection to read as
follows:

"(f) GIFT or HUSBAND orRWIFE 70 THirp PARTY.—
“(ll CoxstnErFDMS MADE oNE-MALF BY EAQIT.—

"{A) In General.-A_ gift made after the date of the enactment of
the Revenue Act of 1948 by one spouse to any person other than his
spouse shall, for tile purposes of this chapter, be considered, as mude one-
half by him and one-half by his spouse, but only _ltegt the tine of (he
gift each s]pouse ig a citizen or resdent of tile United gtates, FOr the
purposes of tills subsection an individual shall be considered, ns the spouse
of another individual only if pe jg married to such fnaividual at the
time of the gift and does not remarry during tile remainder of tile
calendar geer

“(B) Consent of Both Spouses,—Subparagraph (A) shall be appii-
cable only if both spouses have signified (In accordance, with tile reg.
ulation provided for in paragraph ?2) their consent to the application
of subparagraph (A) 1n the case of all such gifts made during the cal-
endar year by either while married to tile other,

“*(2) TIME AND MANNE OF 810 INO CONSENT.—A. consent Undel this sub-
section shall be signified at such time
under regulations prescribed by the Cqinmissloner with the approval. of the
Secretary. The right to consent, and tﬂe right to revoke a consent, previously
signified, with respect to a calendar year, shall not exist on any day if a
refurn for such year of one spouse (fequired otherwise than by reason of
the e'i"’"f‘}fﬁ“"“ of paragraph (1)) filed on such day would be a return not
timely filed, )

“(8) JOINT AWD SEVERATAYXABILITY YOR TAX.—If the consent required by
paragraph (1) (B) is signified with respect to a gift made in any caendar
year the liability with respect to the entire tax imposed by this chapter of
each spouse for such year shall be joint and several.”

TITLE IV-ADJUSTED GROSS INCOME OF LESS
THAN $5,000

SEC.401. INDIVIDUALS WITH ADJUSTED GROSS INCOMES OF LESS

THAN $5,000.
(a) In GENERAL—Sectlon 400 of the Internal Revenue Code (relating to op-
tional tax on individuals with adjusted gross incomes of less than $5,000) is
hereby amended to read as follows:

"SEC.400. IMPOSITION OF TAX.

"In Pan of the taxes imposed by sections 11 and 12, there shall be levied,
collected, and paid for each taxable year upon the net income of each individual
whose adjusted gross Income for such year is less than $3,000, and who has
elected to pay the tax {mposed by thls supplemeent for such year, a tax as
follows:

e and fn sucl manner as is provided
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"Tax other than Imease of joint return of husband and wife under section 51
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But Th 2‘\%&12“ brmre At pul  lut _Ls __‘ ks_ 6 l 7 Imnm
e — e

feaags|  tem oabe t lowa FHEX
Y/ $2.325  $2,35 35
0385 700 2.9%00 2,3185
700 725 285 2,4
25 , 4 2,425,
7500 7765 2,428, 52,4550
7§ 800 2450 2,476
Pt 8235 248 2800
7 S T y
8185 000 L850 2618
0000 2% 2,578 .
0255 8500 2,500 2,6205
B0 91 2,625 V62, 6400
85 1, 2650202075
000 1,02525 2,678 00
,02625 1, 2,5 2,72
L0580 1,078 2,7285 2,780
100000 115 s 000
i 16)32 3 5 g,’fﬁg% 850
’ 2 o " B3
1175875 &’gw . 2,875
,20000 1,223 28185 2,900
L2861, 2,90000 2.923
0 127875 ’ 2,88000
2872 11,3000 L08) 2,078
,30000 1,328 2017 3o
132825 1,350 37000 83,0500
) 0 1L3n 3,0500 3.1000
L3768 1,400)0 3100 3,150
7400 1’4905 31 3.200D
L4285 1,450 32000 3,250
beh, 1R 2300 Ti8°
FEo 1,825 3,3860 §}g\n‘ﬁ_
1,8620A 180 3,4000 3,450
I 3450  3.800
: 30 38
i bems §a:” D 3000
. N ) .
1,600 5,-;‘,95 380 3,700
16 i700 3,700t 3780
1,700 17285 3,760
B s TR LheD
P , 778 3, W
1,778 180000 3P roaa
1,500 1,825 3,050 400000
400000 4,050/
o 1,87875 4,0551 4,100
1.87475 1000 4, 4,180
N 1o gty 4200
nar yps ,
1,05000 1,07875 4250 4,300
Lo1® 20000 4300 4,3%0
20253 44000
200 4,400)0 4,45050
2,0500 2,07 448050 4,500
3,0786 1w 400 4,
100 1285 4, RGW 4,600
1285 2,180 460 0
'150° 2178 46 470000
{1765 2,20000 4700 47450
P ,
2% .._;7"’5 48000 4,885
2275 3300 £,90000 40850
3, 2,3285 IS
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"Tax fn case of joint return of husband and wife under section 51

Ifadjusted gross And the number Ifadjusted gross And the number 4 . ciinen 0

income la— of exemptions a8~ Income Is—
l-‘ dor 2 F 4 8 8or
At But | ess MOF At  Rutlea ~| more
least than - least than
The tax shall be- The tax shall be-
30 $1,3%0 $00 $0 0 $2,016 | 82700 ]8162 82 2 0 0 % \ o
1,350 1,376 3 0 0 2,70 2725 1 RV( & 0 1] 0
1,378 1,4000 6 0 D 2725 2 1683 R’ 8 0 o 0
1,4000 1,425 9 o 0 27 278 Iml ) It Q 0 0 p
1.42 L40 12 0 0 275 280 174 04 14 0 I 0o 0
1,4 1,475 18 1] 0 2,800/ 2825 N7 01 17 0 0 0 0
1,478 neoo 1B 0 0 2s5l 280l lwo 20 ¢ o 9 0
1,600 1,8225 21l 0 0 2,850 2,878 183 1 — Q o] 0 w
1,828 130 21 0 0 2,876 2,000W5181] 1000 20 0 0 [
1,850 1,875 27 0 0 , 025 1| 100 20 [1] [} [
1,875 600 30 0 Q0 2025 200 192 I12 32 0 Q 0 0
M B 0 b opmoimonm o R o8 or o0
X 8% 3 1 3.0 1 4 0 [
1,650 L61S 3 0 0 ,000 3,050 W2 4L o ] .o
1,678 1,700 Q Q 30 31000 208 15. 49 0 [
1,700 1,726 45 0 0 3100 310 214 1 55 o 0 0
1,725 1,750 48 0 0 318 3200 2. 1411 @R [ 0 v w
,750 L7785 81 O 0 3200 320 226, 147 O} 0 0 0 0
175 1,800 &4 0 0 3200 3,300 2| 153 T 0 0 0 0
, 800 1,825 6/ Q 0 3300 330 238| k.. M O Q 0 0
1825 82 60 0 0 3 3400 204 1 R» 4 0 v
, 850 875 63 0 0 3400 340 2000 7l w1l 0 0 0
t AL A N T B L (O A S
3 ’ B 3. . 2. )
,026 0P 12 0 0 3,80 3.600 200 Q86 1 29 0 o u
, 950 , 975 % 0 0 3,600 3,60 270 105 115 35 0 0 0
. 075 00 /8 0 0 3,65 3,700 288 200 (211 4l [ S
, 000 ,025 8¢ 1L Q3,0 3,750 297 204 127 47 0 [
,023 0% 8 4 9 4JW0 30 06 w2 133 K ( 0 o
,076 & { 500 3,850 ’},E" A8 139 80 0w w
, 0755 ,100 60 10 0 3,8% 3000 4 a4 148 e O 00
, 100 ,126 B 13 0 3,000 300 3% 20, 181 71 0 o0, 0
125 10 00 16 0 3,080 4000 342 28] 1 700 ol o
2,150 , 178 » 100 0 4,000 4,080/ 2381 242 1631 83 3 o 0
178 ,200 102 22 0 4,050 4,100 360 28 89 9 0 0
) 200 225 1083 25 ¢ 4100 4,120 9 23 135 95 15 ]
, 228 220 108 3 4150 4200 3/8 20 181 10y 2L o 0
Boim M 4 s im0
2,300 2,32 10y 3/ 0 L300 433 403 mI18 1w 1o 39 o 0
e R o oR oo R OMD & oW 8 %%
2,376 24000 124 46 5 4,480 4,600 312 %&D 531}7 & 0 9
2,400 2428 120 4 0 450 30 437 a9l 43 0 0
oo 2425 2,450 132 &g 8 4050 4,600, 443 330 glg% 69 B 0
2,450 2415 | 4,600 46501 a0l 3301 =4, | 7% 0
2,475 2 500 88 0 465 470 447 w8 20l o1 KM L o0
2,800 2525 M1l 6t 0 4,700 4,750 44 B/ 246, 107 8§ 7 .
2,525 285 144 0 4760 4,80 471 %I 221 17 130
2,850 2,816 1477 67 0 480 480 478 20 170 98 19 O
2,575 2,600 120 70 0 4050 4000 4851 381 M4t 18% 25 .
2,600 2625 183 73 0 400 40 40l (I 23 101 1 a0
2,623 260 156 78 0, 490, 30 48, 02, 22 17, 7 3 0"
265 2018 1% 70 oll..’ AN | IO Aot Mot I |

(b), PaxAnLE thng 70 WaICI APPLICARIE—The nmendment [TBde by t hi sgec.
tlon shall be applicable wit resgect to taxabl e years, peginning af ter December.
31, 1047, FOr treatment Of taxable years beginning gy 1947 and@nding in 1048.
seé section go1.

TITLE V-REDUCTION IN WITHHOLDING OF TAX AT
SOURCE ON WAGES

SEC.SQI. PERCENTAGE l\_/IETHOD.
Section 1622 (a) and section 1622 (0), (1) ofthe Iuternal Revenue Code (relat-
ing tQ percentage methgd of withholding) &€ NErebY nmended t0 read qe follows:
*(a) RECUIBEMEM OF WITHHOLDING.—Everv emnlover Making payments of
m%ﬁ@bal deduct and wi t hhol d upon such wages atax equal to the sum of the:
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(1) 12 per centum of whichever of the following, is the lesser:.

"(A) the amount by which the wages exceed the number of with.
holdlng exemptions claimed. multiplied by the amount of one sucl xemp-
tlo s shown I1 the table in subsection (b)

“(B) the amount showr In tile second colunmin the table in subsec.’
tlon (b) (1);

"(2) 18 per centun of whichever of the following s the lesser:

(A), the nmount by which thﬁqweges X the sum of—

(1) the wmber Of WIthholding exemptions claimed, multiplted
by the amount of unv(smh exemintior ag showr in the table 1m sub-
section (Y (1)1 n#]

“(i1) the smount SIOWN 1 the gecond COIUMN | (ne table 1 sub-
seetion (b) (D, ; or
“( ;)) the amount shown ful the third column in the table fnl subsection

“3) llpor centum of tlci hmonnt by whicl the wages exceed the sun 0f-
“(A) the number of withholdiug exemyi.ons clalmed, multiplied by
tile amount of one suc  exemption nsShowoWl  1e  ableohe\ubsectior
(b)) (1) ; plus )
“(B) the swin of the amount . shown, i1 The seeond ind third solumns
in the table inl ubseoshe (h) (1).
“(b) (1) e table referred 1o nlsubsectlor (a) is ns follows:

"Percentage method withholding table

2 3
.., . period Amoum of MnimnFm ha,lr.nlo‘umn‘tlm

h Jloilyf
exeompugn 'zlé%? SUbgeEm i

Weekly - $13.000 $21.000 igZ
Biweckly . 2100 43,000
Semimonthly: 28.00 46,0000 Ml
Som; - T . A 00
emil nmml L am 00 Rl on) 59030

667.00 1 ll&.&?o 410/,

Daily of ‘miseellancons (per day of such period). 1.80 1.00"

SEC.502. WAGE BRACKET WITHHOLDING.

The tables contalned I__ sectio . 1622 (¢) (1) of the Internal Revenue Code (re-
latimz to wage bracket withholding) are hereby amended o read as follows:

It the pay.roll period with respect to an employee is weekly—

Andlthe wages are- And the number ¢f withholding exemptiona claimed tg—
Atleast Butless b more
The amount of tax t0 be Withheld shall be—
g lg & @ 8 8 o &%, @
) 0 0 0, 0 0 0 q [
.10 b 0 0 0 0
Bo o 0 8 9o o o D 8
o % o d¢ o o o d o d
R
o
B® 8 0§ 8 & 0 0 & B
1.00 I 0 1] 0 0 [} 0 0 [1) 0
L2] ¢ o 0 0 0 0 0 0 0
[ 0 0 0 0 0 0 0 0
L% 0 0 0 0 0 0 0 1] 0
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" 1f the pay-roll period with respect to an employee {s weekly-

And the number of withholding exemptfons claimed jg—

And the wages are—

wod
mor

; \
4 1 [ 1 8 9
l I I (!shall ll)e I |

3
The amount of tax to bewithhol

At least Bnlens| o I ! l z>|
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w#B3=aae  seases sfidess Foessifbe sesagocsocamesg
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2238820328898080 98958.88952890988 '290uR 35 85,8590 8,0888 o8  RBES99RR
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. o
83089822 B3 & QRIS ) ERSS e 2 EES!
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"1f the pay-roll period with respect to an employee Is biweekly-

And the number of withholding exemptiona clatmed ls—

Andthe wageanre—

Pk

But les
than

At ecast

The amount of ta to be withheld shall be-

) )
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ure the payroll period with respect to an employee ;,, biweekly-

And the wageare— ﬁnd the number of withholdingexempgions clzl'med 18—

— L i

0 1
. | ] more
ssteas Bitlge The amount=7~  to be withheld shall =

|
.90 $24.40 $20.00 $17.30) $13.80 $10..., $6.40 $2.00 $O
.20 25.70) 22.20 18.70 1520 11.70 820 4.10 100
.60 27.10) 23.60 m.lotoig,% 13.100 9.60 640 2.0
B oRR AR L6 L% en L ie
3 e i svep AR M 10 b0 1
.10 ?3’/33 310 27.60 24.10 20 0 1710 |3.%I0m,m3
.00 3740 3380 30,30 26.80 80 16.30) 12,800
.60 4010 30.60 aBw 20.60 26,10 22.&, 1900 150
.30 42.80 30.30 3580 32.30 28.80 2530 2180 1m0

14 percent of the excess GVET $400 plus—

$400and over...... . 51.70) 5] 2Q|47.7o 42014070 12720 a:;‘zgl:m,mlm.m 232010

oore the iy _.an Period with respect to an employee iq cnmtmanthiv_

And the wagesare- And the number of withholding exemptions claimed {g—
'
el 1 213 | 4| s 16371 s ||s joem

The amount of tax ¢o be withheld shall be—
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" If the pay-roll period with respect to an employee is semimonthly-

And the wages are— And the number of withholding exemptions claimed Is-
Atlesst  "ILT®s o

=The dmountof- tax to bewithheld 4191 B@U
1% ofl

.. $16.30 $12.50) $8.€0 $4.300

. 1670 12,0 9.10 4.60)

17.20 1340 9. 60)

BEEBEER

3
5

o
2 s
wen=—®

=28

VDT 29

RENERBERINEBEES
I3
5

o
IS8
<

24,20 2040 10.i
25.C | 21.80 18.00
27.00 2320 19.

344 20.70
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1¢ percmit of theex: 13 over $500 plus—

£003nd OVer........ GsAWflol.ml 0.80 57.oo,lw.ml49. 4'145.0 ’141. 81,!.38. 01I134.m1ll30.40

"If the pay-roll period with respect to an employee is monthly--

And thewl And the number of withholding exemptions cl ai nedls-

or
olllzl L4 7l“|9,,m

Atlcast U7Ricem|
thar Theamount of &0 be withheld shal be-
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“If the pay-roll period with respect to an employee ismonthly-

And the wages are—

Dtole;

At least

And the namber of withholding exemptions clalmed ls—

o

2 ]°

| 4fl: 10 - f1

The'smount of tax to be:withheld shall be—

00 $.30
d] e
0 1.30 0
40m 180m O ®m | | | } | | n
. 9 2.30 0
, 40 2.70 0
.90 3.20 0
230  3.70 0
.800 4.20 O
100 &7
100 o B
13.600 610 0
14.30 860V 0
1500 7.0 40
150 7.6 00
108 800 1.40
1720 860 L8
5. 17.60 9.00 230
5 1940 9.40 280
.0.. 18.60 90.00 3.30
27.10 19.8 2040 3.80
27.60 2090 10.90 420
2820 20.60 1.0 470
2570 2110 1220 820
20.30 21.{0 126 530
.29.80 22.20 13.70 6.10
L3040 2280 1440 6.00
03090 2330 1510 710 .50
3.0 W00 1580 7.00 .00
32.000 2440 16.50 8,10 140
32 2500 1730 880 1.00
3340 25800 182, 930 2.0
31,80 20,00 19.30. 10,20 3.6
.60 2000 20.400 11,20 4.8y
730,70 2910 20,80 270 KA
37.800 3020 2260 14.10 B8.40
b 38.90 3130 2370 1880 7.40 70
B 39.90 3230 2470 17.00 840 1.70
p290. J41.00 3340 2580 18.20 9.30 270
304 4210 34.50 206,90 19.30 10.30 3. 00
12 43.20 35 0 20,40 11.30 4.0
. 4430 36.70 20.10 2050 12.70
45.40 37.80 3020 22.00 14.20
46,0 33,90 3%.30 23.70 15.60 7.40 .80
598 1000 818 U8 lixo ody 20
40.80 19.40 1030 3.70
= 20.80 1140 4.00
52.00 21,60 1280 5.60)
_3.10 .70 1430 A A
....... . B34.20 Sen 1570 7600 .90
------ 58.10 ) 25,70 1810 9.200 2.0
58.80 51. 28.40 20.80 11.80 4.0
. BLGOO 5400 46.40" 38.&D 31.20 23.00 15,40 7.30 .70
6LV 870 49.10 41.50 33.00) 26.30 1870 9.70 3.10
e 59.400 80800 44.20 30.60 29.00 21.40 12.60)
69.80 6220 84.60 4700 39.40 31.80 24.20 16.20 .80
sewe 6050 57,30 40.70 4210 3.8 26,600 19.30 1020
75,20 07.¢0 60.00 56240 44.#0 3720 29.0 22.0013.40
7800 7040 62£0 85 47.00 40.000032.40 24.80 17.00
80 73.10 0550 7.0 80.30 4270 33.10 27.52)0 19.00
880 T7.20 60.60 §3.000 840 46.800 3020 X
90.70 | 82.70 7510 ' on.£0 50.900 52.300 44.70 37.10 29.80
95.. | 5820 8060 T2.00 65 40 157,80 50.200 42,00 35.00
; I Re gw a N an pe swold
. 3 3 10, J \ . B .
£:000 12.20 104.600 5573)0 £9,40) 8160 74,20 xmoom.%)om.m
|n.eoouo.oocm4o 10689 §T.20 70.600 7200 64,40 86.800
123,10 116.607107.00 -0 9270 85.10) 77.500 £0.80 6230
vas. .. 2860 12.00' 113,40 1086 'R 20 90.600 8§3.00 75.40 67.80)
$060.2. 20.50 118.00 111,30 103.70° 96.10 880 §0.90 73.300

_ 14percent of the excess over $},0000lus

$1,000 and over..... |‘maolmwlmm| ;_[‘mw .20 ) las.oo .00 6340 0.8
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©i the pay-roll period with respect to an employee is a daily pay-roll period or a
miscellaneous pay-roll perlod—

And the wages dl- And the number of withholding exemptions claimed ts—
R ~
rof daysin aue!
periods ate— 0 1 2 3 8 mer67

| B%Aﬁss The amount of tax to beW%m&gfntggcfpm%_anoum multiplied by the

TRl L "
$1.75.. 2. 20)8
0.
i .25 .05
30 05
30 10
.35 15
40 15
40 20
4520
;g 25 05 0
. 30 .05 0
G0 30 .10 0
oo 35 .10 0
. . .ox .35 150
X oR ;g) .4450> 20 8
DU o D
VI }8 0
800 .gg» .25 .05
PR . . !
8.25... 8 00 3‘5’ i
8.0, o 8 .35 .18
1.00 B 1% 20
0 7 =™ 3
7] 105 .80 . % L0
ﬁ.s. 85 .80 .30 .05
L1 et 60 .30 40
g# ! %%% .00 i .35 p
. . Y od .
7h. % % B R 8
300, 125 .00 .16 4 .20
.00 130 108 .0 60 25 05
. 130 1ro% .80 5 *R .05 0 0
g 1 88 .0 30 0 0 0
LW 0 .98‘ .33 b 0 3
155 L% D B & e oe 0
. . . . . . 0
l.u 1.35 1,% .85 O .30 .10 0 0
M 18 120 w15 0
L5 180 125 1« B .45 20 ']
131 15 130 105 .80 .8 25 05 0
Y1r.s Mg 115 .63 10 @
PR T I S S
I X . 125 100 - LR ;
210 1.85 1.600 135 110 -85 600 .30 .10
215 1,90 165 140 115 N 38 s
2 1% LD i 1m0 R e S
30 2,05 1.80 18 130 105 ... .88 2B .05
2.35 210 185 1 135 110 (8% .10
245 220 1,95 170 145 120 o i 4 15
260 2.25 388 175 160 125 00 .7A .48 .20
288 230 205 & L L3 g0 88 .30 .05
265 240 215 L 165 L4 13f -, |
270 245 220 19 L% L4 L) 95 .0 .40 4
g.so 258 29 205 I L85 L3 108 B0 .85 3'3
95 270 245 220 19 p70 145 L0 %& 0 A
Teowy 310 25, iﬂg 2.35 210 1.8 .35 L1 .85 %
2400." 320 2.08 0 245 22 195 L70 158’ ﬂg i
eante 330 310 g&g 2.60D 3.2 210 g8 LU LB L. 88
%.wo 826 3 25 2 2.28 2 1.75 }L% .26 1.00
65 8.40 3.18 20, 265 240 215 180 140 105
a1 2 3 300 278 26 24 o 1 Le L
3.90 3.5 340 315 290 265 240 215 190 165 14Q
405 3 355 330 305 28 2.8 230 2¢5 1.800 1.58

14peycent, 0f tho EXCESS ONG 430 plus—

woooanaover e 40150 seofl 5] 3101281 ZlCpas 1200l er 115
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SEC. §03, EFFECTIVE DATE.
The emendments made by this title shall be applicable only with respect to),
wages paid on or after April 1, 1948.

TITLE VI-FISCAL YEAR TAXPAYERS

SEC. 601. FISCAL YEAR TAXPAYERS.

Section 108 of the Internal Revenue Code I8 hereby amended by striking out
"(d)" at the beginning of subsection (d) and inserting in lieu thereof *(e)”, and
by i,ns_ertin% after subsection ﬁ\ﬁ} the following:.

“(d) TAXABLE YEARS o INDIVIDUALS Brarsning IN 1947 AND ENpING IN
1848,—In the case of a taxable year of an individual beginning in 1947 and ending
n 1948, the tax imposed by sections 11, 12, and 400 shall be an amount equal to
the sum of-

“(1) that portion of a tax, computed as if the law applicable to taxable
years ‘beginning on January 1, 1947, were applicable to such taxable year,
which the number of days in such taxable year prior to January 1, 1948, bears
to the total number of days in such taxable year, plus )

“(2) that portion of a tax, computed as if the law applicable to taxable
years ‘beginning on Janugry 1, 1948, were applicable to such taxahle year,
which the number of days jn such taxable year after December 31, 1947. bears
to the total number of days fn such taxable year.”

Passed the House of Representatives February 2, 1948,

Attest: Joun Anprews, Clerk.

The Cuamsran. The committee has a letter dated March' 1, 1948.
from Mr. Wiggins, the Under Secretary of the Treasury. ‘The letter
states:

DEAR SENATOR MiLI .+ Secretary Snyder, ¢ pliancg yyjth your
hyl askec thAgt fsugﬁ,ﬂf {ﬁe_enclosed statement of ﬁ?,{‘n views ‘g‘,,\ﬁp respect {8";‘}"‘%‘,
é‘rulléo, which be subject of hearings before your committee inning this

. is to D€ the
morning. . .

As you know, Secrgfary Snyder paq planpgq. 1 accordangg, with earlier arrange-
mentg made With you, to appear before the committee apq personaly present
Ills'views on afareh 11.  The Secrefary, therefore, NRAE  arrangements which
would take him out of tileity for , period prior to y4s scheduled appearance
onlthat date,

Subsequently, oy Thursday of last week you guayised that you peljeved it
necessary that e Secretary's views be presented on tile opening ag. Of ¢hee
hearings. ~ You were kind enough to suggest that yyqer these circumstanceg your
committee would receive a written statement of 11, Secretary's views for pyasen-
tation at the opening of the hearings this nor ni ng.

The Secretary asked me tg convey his regrets %hm he could wat he perggnaly
present this morning and yjg assurance ghat UPOY hiw return to tile city po will
be available in case the committee shoul d desire 5 presence.

Sincerely,
A. L. M. WiqgeIns,
Under Sceretary of the Trcasury..

The contents of the letter are in accordance with my own wnder-
standing. ) . )

Thepreliminary part of the Secretary's statement isrelatively brief,
and | believe it would give better understanding to the hearing if it
were read into the record, and the rest of it, tqgether with the part
read, will be g part of ¢}, recorg, Thereforg, Tighall read the pre-
liminary part of the Secrefary's gtatement. [Reading:]

STATEMENT OF JOHN Yy, SNYDER, SECRETARY OF THE TREASURY
1 am glad to have an gpportunity to present to this committee my views on

the House bill H. R, 4790, | shall confiné my remarks to the more important
issues raised by the bill. !
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The committee fully appreciates, T am sure, tile compelling considerations
wihien require me, as Secrefary of the Treasury, to place the protection of the
financial integrity of our Government above all other objectives. A sound flnan-
clal Structure ' jg”tpe essential cornerstone of the Nation's economy. Wise man-
agement of the Government's fiscal. affairs will fnsure a continued contribution
#8hosting prosperity, to further Industrial growth and expansion, and to higher
standards of living, This requires that n considaring tax reduction and tax
revision we never lose sight of the paramount jmportance of preserving the
strength of the revenue system at u level adequate to finance necessary Govern-
ment Services and to provide funds for servicing and reducing the national debt.

1 want to stress the pportance of gearing any tax bill to the needs of the
Um’ol‘l{mo?r's basie financial policy, The Federal “tax system must produre large
AMOUNS of revenue ¢ essentlul domestle governmental” services are to be main-
We"&‘ the public debt reduced, our foreign commitments fulfilled. DPremature

ening of our revenue system will inyolve serious consequences both for our

domestic Prosperity and for the peace of the world. )

t recognize that ,,,,;P,,,m,,m.m of tax reduction requ¥©s gn unusual measure
off gelf-denial, EaQEL of u would welcome relief from the high taxes necessitated
by “no‘ cos{ nf';én& war, However, the financial consequences of the war are still
With Us. 1y ION to the Normal expenses of running the Government there
arve heavy Jemand‘s_ on {he Hudge for national defense, tile care of veterans, the
seryicing of the war debt. un(T the rehabilitation of war-torn countries.

T Tpresent tax system, Inl combination, wif) high levels of employment ana
national lll('?ln(‘. resulted §; o surplus of $754.UH0.000 during tile fiscal year end-
ng }%""“ 3001947, IN the glirrent fiscal yenpAthe surplus will for tile figst time
redeh subsintial yronorttons,  This affogls an opportunity to w7als & significant
reduction 4, oyr }ﬁ‘f e puiiic dgbt. g nig budget messagg, ¢he Prosident osti-

ted that in fisen) Y& 1548 1t Will be possible tg /PPy 714 billion dollars to
debt"reduction. During the past 4 months, which ineluded, 6f course, some of
our best tax collection periods, we have used more than s4.00000n Of the surplis
{0 apply to debt reduction. Thig debt reduction would have been {mnngsihin’
had tax reduction proposed! iy |, R, 1 become effective, |ast year.

For the fiscal, year 1949, the'ariticipated, decling m peRIFX receipts, coupled
with tile ;m...enst;é‘)expmdltures projected iy, the president’s budget will reduce
the surplus avallable for debt reduction iy that year to 4& billion dollars. |
believe that this amount of debt reduction jq desirable tinder prgsent conditions
of full employment and general prosperity. We must &ver BagF in mind time fact
that tile public debt of this ¢ountry g i excess_of 525“.?{)0, 000 1T we con-
tinue to make the very best y50 Of OUr opportypities. 3¢ Wi stwgwe many years
to make an apﬁremab € dent ) the size of the puntie d’ebt We must make sj7able
payments on the debt j, good years for we know that there may be years = tile
future when no payments can be madg, . L

Under current economic ggpditions §; 1, essential to maintain the present level
9f Govermment, receipts.  qpie. however, does not preclyije some readjustment

-the distribution of tile tax"loag (n the contrary, s,. persistence of hish
Bhée? makes some read ustment (- atioe  DUMNG Ihe socond palf of gh
wholesale prices rose at i annual rate of 21 percent .ty Second hn prices 13
percent. By the first of ”'IE year, wholesale B{chs were 45 percent and % ¢
sumers’ PPCES 25 percent PIgReE than in Tune 101 - L

i though the Nat . IS aperating "nPeak rﬁ{ds and ., Coyptry .. enjoying
higNer gtandnity of, liVing than gyer. efore, snma groups 4., us... population ae
sdifering rgﬁi hﬁr,dgnlp. These y,a1uae finf ONly Tamilies with (ela?i;f‘?ll‘é smal
fixed {ncomes bnt also « ES WHORS Inpomes havg not kept pace with ...11 o hee
n tme g of JIving™ o prohlem_ Of COUrSe, y, most serious for thoee r. W
OWEr theome 81 OUPS vho have N0 aPpreciable savings to fall back on as'® cushion

aglei‘lsrt]ﬁtnzra}igsh rI\%/ at jaﬂnr] fejgtion to their, graphically
trate tile hardship suf%:igap Sreid In rela provns |t ,,',,'L"%\'g-‘;: estimated that %"
194g aoout a third of . Al With ‘,f,.m"p,;‘; DElOW e nn SPENt MoOre than
therr fneome.

| should say that tile Seeretary’s statement jfcludes references to
tables which company the renort: [Readine -1

They financed n% Jissinating accumulated savings and by going

consumption [y GISIpAL TS

e debt, Under ot éinditions tha ta)_(lgsbr)al?i by the lo“'ﬁ‘-t income groups
reduce the &' fnadeouute fneomes Valable for iving standards.

mintnmeon.
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Tax reduction alone cannot provide adequate relief to tills group. But tile right
kind of tax adjustment call take some contribution. to the relief of the plight
of low-income people. Since fiscal and economic considerations preclude ally
reduction in the over-all strength of our tax system vellef to this group should
be provided by appropriate increases in other taxes.

The President recognized that inflation has brought real hardship to millions
of families with low incomes and recommended a cost-of-living adjustment u
the form of a tn: credit of $40 per capita He recommended aso that the
revenue loss resulting from this adjustment should be made up by inecreasing
the tax on corporate profits. As | indicated in my statement before the Ways
and Meang Committee:

"Under existing conditions, the fairest wgy of levying a tax on corporate prof-
its which the President recommended would he to reenact the excess-profits tax,
with a few modifications. The small corporations should bhe exempted by pro
hiding a specific exemption of $50,000 of excess profits for all corporations. ‘The
rate should be reduced from the 855 Bercent in effect for 1945 to 75 percent
and the standards for normal profits, both the average earnings and {pvested
capital credits, should be raised by 35 percent. With these modifications the tax
would still yl,el,d tile 32 billion dollars needed to offset the revenue loss resulting
from the Individua fpecome-tax cost-of-living adjustment. Tile tax would apply
only to 22,000 corporations with the largest excess profits, out of a total of
360,000 taxable corporations. The imposition of a corporite excess-profits tax
to compensate in revenue for the cost-of-living tax adjustment Is the most equita-
ble way of maintaining the Federal revenues at their present strength and with
the least adverse effect on our economy."

We cannot escape the obligation to find a source of replacement revenue to
compensate for that logt by providing tax relief to low-income groups.  rhe
President's program aceomnlishes this through the pxcess-profits tax, In view
of the record earnings of some corporations, this n!(uwurs to by sound solution
both on equity and econemic grounds, 1 do nu know of slly other course of
replacement revenue that measures up to the required tests,

| now turn to gn examination of tne principal provisions of II. . 4790. These
provisions can be briefly stated.

The bill would increase personal exemptions from $500 to $600; would permit
husbands and wives to divide their jucemes equally for tax purpoxes; and would
reduce tax rates by percentages ranging from 30 percent for taxpayers with
small incomes to 10a?ercent for those with large incomes. 1n addition, the bill
would grant a special $600 exemption, ang would increase the standard deduc-
tlon for single sons and married couples tilirzjc; Jolut returns with adjusted
gross incomes of over §5,000. The bill also would reduce estate nnq gift taxes.
For residents of community-property States the reduction would he achieved
by restoring the law in effect prior to 1942. For residents of common-law

ates comparable reductions are achieved hy permitting deluctions for transfers
of property between husbands anqd wives.

To assist the members of the committee fii their consideration of the bill, |
have appended to my statement some statistical materials bearing on its
provisions. . . .

H. R, 4790 results in excessive reductions and it deficit for fisenl year 1949,
Tile bill would reduce individual income-tax liabilities by an estimated 6.2 billion
dollars tn wfull year of operation, or by almost 30 percent of the 21.2 billion dollars
total individual “income tax liability under present law. Ii addition, estate and
gift-tax liabilities would be reduced by $250,000,000, which ig also about 30
percent of the estimnted $820,000,000 estate and gift tax liabilities under
present law. . .

If H. R. 4700 were enacted the surplus of 7.5 billion dollars estimated in the
President's budget for the fiscal year 1048 would be reduced vy 1.1 billion dollars.
In the fiscal year 1949 receipts would be decreased by 6.6 billion dollars nndl
refunds increased by 400 million dollars.  Ihils would convert the estimated
surplus of 4.8 billion'dollars in fisca year 104 into a deficit of 2.2 million dollars,
necessitating an increase in the public debt.

None of the developments which have occurred sinee the transmission of the
President's Budget message; either those in the field of domestic prices or those
in the field of international affairs, or otherwise, warrant changing the Presi-
dent's estimates of either receipts or expenditures to show a more favorable
budget pletire, No onecan say with certainty what-any future level of Income
will” be.  With relatively full’ employntent and with our present production
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facilities running at virtual capacity, it would not seem prudent to predicate
estimates of receipts on a level of pergenal income higher than tne 200-billion-
dollar level of personal income utilized in preparing the estimutes contained
in the President's Budget message. The level of personal income in ealendar
year 1947 was 197 billion dollars.

Members of this committee will undoubtedly agree that there can be no
justification for n tax program which would prevent adequate provision for a
substantial retirement of the public debt in fiscal year 19». This aone Is
sufficlent reason for rejecting H. R. 4790. )

IL.R. 4790 would not Inerease current production. The proponents of 11, .
4700 claim that it would, by providing substantial Individual income-tax reduce-
tion, overcome capital shortages and improve business incentives. | would be
the first to recommend tax incentives if there were n present need to accelerate
capital espansion. The fact 18, however, that capital formation Is at a high
level and the number of businesses Is increasing. In 1947, gross private domestic
Investment accounted for 27.8 billion dollars or 12.1 percent of the gross national
product. Fhis rate of investment compares with an average of 11.5 percent for
the interwar period from 1919 to 1941, Outlays for producers' durable equlp-
ment accounted for almost 8 percent of the gross national product in 1947, a
record rate, even including the 1920's. Moreover, the number of businesses has
continued to increase since the low point reached during the war. By the end of
1947 they totaled almost 3.000.000, compared with the prewar peak of 3,400,030
and the wartime low of 2,800,000. These figures suggest that under current con-
ditions there is no lack of business incentives,

There are times when tax incentives can play au important role {n stimulafing

roduction. This fact should be recognized in the revision of the tax system
or peacetime needs. Its potentialities should not be dissipated by poor timing.
Today tax reduction Is;almost certain to raise prices by increasing consumer and
Investor competition for the limited supplies; it holds little promise of In-
creasing production above the 1018 goals set in the President's economic report.

I..R. 4700 gives inadequate tax relief for the lowest income taxpayers; the
relief 18 inequitably distributed. Another argument advanced in support of
H. R. 4790 is that It gives adequate and correctly distributed relief. Under this
bill, personal exemptions 1ire increase 1 by $100° to compensate for a calculated
$100 decline in the purchasing power of the average income after taxes during
the past 2 years.

These calculations do not provide an adequate measure of the need for tax
relief in the lower income groups. Under the stress of war needs, personal exemu:-
tions were reduced to emergency levels. It was then recognized that tire §500

capita exemption system would endanger the health and living standards of
arge segments of thepopulation it retained for many years. Fi an  economic
considerations do not yet permit exemptions to be raised to a level compatible
with long-term living standards, just as they preclude general tax reduction a
this time. The national interest nonetheless requires sufficient immediate relief
for those in greatest need to help title them over this difficult period. 1In this
respect 1. R. 4790 stands in sharp contrast with the President’s cost-of-living
adjustment plan.

H. R 4700 would exempt 6.3 million from Income taxation it comparison with
the 10.3 million exempted under the President’s program.  Moreover 18 miliion
additional taxpayers with the lowest income would _receive more tax reduction
under the President’s program than under 31, R. 4790. These are the groups
most urgently ir need of relief from the high cost of living. )

Under the President's program, 93 percent of the ineome-tax reduction would
go to individuals with net incomes under $5.000, This compares with §63
percent under g1, R. 4700,

The pending bill would reduce tire taxes of those with net incomes in excess
of $5,000 by $£2.100,000,000 as against $225.000,000 under the President’s plan.
It is my belief that we cannot go beyond a cost-of-living adjustment at this time.
The 22,100.000,000 tax reduction provided high-income taxpayers under H. R.
4790 goes far beyond this requirement. . L

The pending bill would also provide additional relief to the aged and the biin¢
fn the form of special exemptions. These and other low-income groups and
disabled persons are hard-pressed by high prices. The cost-of-living adjustment
recommended by the President is the most equitable way of providing tax relief
to all these grodps.

*H. R, 4700 equalizes income taxes In community-property and common-law
States at the cost of substantial revenue but does not equaize estate and gift
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taxes. The bill under consideration containg proposals designed 1o equalize
ncome, estate, and gift-tax lablitles among taxpayers o community-property
awd common-law States, . .

With reference to the pevsonal-lncome tax, the bill contatng a provision whicl.
woul d permit married couples filing Julnt returnsto divide their combined incomes
equaly | computing their income taxes. 'hid 1w designed to eliminate a Jong-
standing tax diseriminatio  agninst marrled couples veslding 1 noncommunity
property States.

This provislor Is addressed to a problem which has acquired fmportance in
recent years, Severa common-law States have adoptec «  munl s-property
laws designed primarily to give’ their resldents tax advantages previously en.
Joyed only Intthe original community-property States, As you know, | believe
that this subject should be given a high priority among the stractural changes
in the Federal-tax System.  In the current sttuatior.ohowever, it would be inwlise
to make this ar other major st lural changes which would vesutt In substantial
revenue losses,  Splitting the incomes of husbands and wives vould result inl gy
loss of . O7.5iNpercent of whilch would go to lndividunls witi net
incomes Inl excess of {5,000,

With reference to the State and gift taxes, the bill would repeal the 1042 estate
and gift tax community-property nmendmentis.  Thishwould . deerease the labili-
ties of married residents of those States by n relatively substantinl mmount, How-
ever, It is €lso proposed to provide shmilnr relief for residents of common-law
States, by amendments which It Iy hoped will produce relatively equal treatment
with community-property States..

Prior to 11142, residents of community-property States paid relatively lessestate
and gift taxes than residents of other-States. ‘The 142 aet, in vecognition of
fundnmental similarities in the family ownership of property i nll thee States,
«ought to correct this diseriminatlng situation hy equalizing the effects of thh
law under thedifferent concept | ©of property ownership. [t inereased the teans.
fer tax labilitter of community-property residents to approximutely the level
pald by residents of other States and generally succeeded i equnlizing transfer
tax Uabilities among residents of all States.

This bill would replace the pl ai radopted fm 1942 with a system_. which is ap-
parently intended to establish equality by reducing theetranster-tax linbilitles of
all persons to the level paid sy community-property residents before 1942, It ix
nty view that there g no valid basis for this change. While some difference: In
the Impaet of transfer taxes on residents of different States rematn, these do not
appear to lie of major significance, However, they could lie further narrowed
by relatively ssimple amendments withl: the framework of the present structure,

The proposal, on the other hand, would create new aveas of fnequality and wl. i

ninistrative problems that outweigh those remanining under present lnw,

The estate- and gift-tax provision, it hag been said, Is related tothe split-
income plait considered for purposes of fncome taxation. Any such velatlonship,
it it exists at all, is superficial.  The problems are not analogous or comparable,

In the income-tax field, residents of community-property and common-law
States are not treated equally.  The Income-splitting plan Is designed to remedy
this situation hy providing a single system of taxation applicable to all married
vesldents of every 8tate without exception. Moreover, It g also ..intendede
go beyond removing ti| eiscrimination between community-pronerty and . ommon-
law States by qualizing the now unequal tax treatment of family {ncome fron
earnings and Investments In all States.

An entirely different situation prevalls it the estate- wnd gift-tax fleld,  1'reset
law already achieves substantlyg equality of treatment jetween comnton-law nd
commmnity-nroperty States. o

‘Ihis bill would requce the revenue vieid of the estate nnd giff taxes by as muel
46l@ORA AND AN Tannamia ana 1 Sanntmanian ba ansmnal 10 00 qnibnnen sl
needed reductions In many sectors of our tax system. If. I8 also necessary to
require a large segment of the population to bear tax urdens which fmpinge
upaon their living standards. Under these conditions the transfer-tax provisions
of I, It. 47ro@onflict with fairness and sound fiscal policy. Any structural re-
viglon 1 the system to remove fnequitles should be accomplished {igwily caleu-
lated not to weaken or further complicate the:transfer taxes.

In view of the technical complexity of tilecestate- and gift-tax provision of
. 1, 4700, 1 am submitting for the use bf the committee a memorandun dis-
C";;TK the problem Involved in greater detail.

R, 4700 would prejudice much needed tax revision, It {g clear that jany.

of the tax revisions required to tnoderhize the Amerlean tax system will result
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in a reduction of revenue. If the vevenue system Is nrematurely Weakened, our
opportunitles to improve it would be dissipated.,

In 1ls state of the Uinlon message, the President Saig

"When tile present danger of inflatlon has mssed, we should consider tax
reduction based upon a revision of gyy entire tax structyre.” )

on several geeastons | have outlined ¢y basic prineiples Of taxation gg foltaws:

"1 believe that g sound tax system ghoul; aeet the following essential tests,
The tax system should produc adequate revenue. It should be equitable In its
treatment” of dinerent groups. It should interfere as Jittle> as possible with
incentives to work and to fnvest. 1t should help maintain the broad consumer
markets that ave: essential for high-level production and deplayment. Taxes
should be yg sSimple to administer ynq gy easy to comply wit.. as possible. While
the tax system shoule be flexible ang change with changing economic conditions,
it should pe possible to gehleve this flexibility without frequent revisions of the
basic tax structure, A stable tax structure, with necessary flexibility -ontine
largely to changes in tax rates und exemptions, will make it easier for business
anc (fovernment to plan for the future.” )

While we cannot safely undertake this year tne basic structural changes that
will uitimately be desirable que to the large losses iy, revenue that ype: entailed,
we enn adopt many technieal revistons which would move in 1he direction of
an fmproved tax system, | urge upon the committee the destenbility of under-
takhjg tile steps necessary to make such administrative and technical revisions
as Will clarify present fux'laws und correct some of the existing inequities without
any substantinl l0ss of yevenue, This ¢un and should be done at an early date.
Specitl  proposals along. these lines have already been submit ted by the Treasury
D«![mrhnunl 10 the House Connnittee on Ways and Menns,

I'a  confldent that sound tax policy can contribute itf at. important measure
to th continued prosperity of this country. I mNalse confldent that your
committee will give full consideration to the _lnancla requirements and obliga-
tlons Of this jovernment, These conslderations counsel against the adoptiont

of 11, R. 4700.
Following that statement, the Secretary has an analysis of the
estate- and gift-tax provisions of H. R, 4790 and a series of exhibits.
(‘They are as follows:)

ANAYLST OFTHE KSTATE AND GiFT TAX I’ROVISIONS oF H. R. 4700

functent of theeestate ana gift tax provisions of H, R. 4700 would be unde-
slrable.  Apart front. causing unjustified revenue losses (involving a large portion
31: tile total reyenues {ron{ these taxes), these provisions would nof establish
the equally of tpausfer tax treatment of community prolerty ad noneom.
munlt%' property which, is said to justify the revenue loss; they would open the
door fo tax avoldance: they would create new administrative. problems and
complexities; and they would lead tQ aisruption and gistortion Of well-established
methods of property disposition in common-law States.  Moreover, these amend-
ments are not required as tile collgtorlml‘t of the proposed income splitting pro-
viglons for husbands pynq wives under (he fcome tax. ‘Fhe following discussion
will amplify these objections.

Digserimination

It {3 the ,H-mmpm purpose of tile esfate and RIft tax amendments {n time bill
to restore Tle pre-1p42 treatment of community property under which each
Spouse 18 recognized as OWNING one-half Of the community property regardless of
ity source. Since mere repeal of the 1942 amendments governing the estate
and gift tax treatment of community property would revive the former dls.
erlmination £Xisting l'l favor of such property and against noncommunity nroxn-
erty, the iighly complicated provisions of sections ggy and 872 of the bill have
been added "jw nn attempt to provide equality of treatment for both types of
property; {.e,, 1t i intended to permit pushnnds and wives [ common law States
to divide their property equally with equivalent estate and gift tax results. To
accomplish this, section :gl provides, li. general, nmft there may he deducted
trow tile gross estate g¢ g deceased spauee the value Of certain futerests iil pron
erty passing to tile surviving spouse, but Not to exceed one-half of lime gross estate
reduced by elatms and gimflar deductlons. Where, however, the estate of a
spouse Includes only his one-half interest In community property, no marital de
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duetion would be allowed. Section 372 of the bill provides what 18 intended
to ba comparable %ift tax treatment, .

An analysis of these sections of the bill reveals that they not only fall to bring
about equality of treatment, but in fact produce inequalities not present under
existing law.” Thus, where in a common-law State the estates of husband and
wife are substantially equal and one dies leaving his property to the survivor, an
estate tax would, by reason of the marital deduction, ng)a¥able on only one-
quarter of the family wealth, 1.. €, on one-half of the decedent's half. However,
in the corresponding situation {n which the family wealth consists of community
property earned by both spouses, an estate tax would be payable on the death of
the first spouse to'die with respect to one-half of the family ‘wealth. Under these
circumstances, a similar discrimination would result as to gifts made by one
spouse to ti | ether by reason of the gift tax marital deduction. This dlserimina.
tion under both the estate and gift taxes is inherent in the approach to equaliza-
tion set forth in the bill.

Totake another example, a husband in New York who has earned all the family
wealth may give halt to his wife by gift, and, under the bill. pay ?ift tax on
one-quarter. At death, he: may leave his remaining half to the wife and pay
estate tax on one~c1uarter. A husband tn the amelsituation in Texas would pa
no gift tax but would pay an estate tax on one-half at death. The sum of the gift
tax on one-quarter and the estate tax on one-quarter in the case of the New york
husband would be less than the estate tax on one-half in the Texas case, because
of the lower brackets, lower gift-tax rates and two sets of exemptions. Thus, in
thistg/pe of situation, community property would be discriminated against; there
would continue to be inequality of treatment. On the ot